The US. Economy in 1973

INFL&TION was severs in 1975 but
on other counts the record of ths T.5.
economny for the year as & whola was
favorable. There was s large increass
in real output, sn exceptionally large
rise in employment that was refiected
in a sabstantial decline in the wmem-
ploymoent rede, and sizeble ndvances in
profits nnd personal income. During
the year, howaver, the growth of pro-
duction and amployment was slowing.
Some of the decaleration, sspecially in
the spring ond summer, was dune to
capacity constraints and shorteges of
key matertals, but toward yearemd it
seamed clear that & general economic
slowdown was underway, snd the con-
sensus of forecasts looked to much
wealer expendon in 1974 than in 1973.
In the year's final months, amployment
gtowth stopped, the unsmployment
rate moved up, consumer demend was
flat, and aggregate cutpul rzcreased
very little. The boycott by Areb eil
producers, snd the stesp rise in werld
petroleum prices—including prices set
by non-Avab preducers—iniroduced
new unecertainties as 1973 draw to &
closa. Tha boycott probably intensified
the drop in auto ssles in the fourth
quartor, but the impaet on the U.3.
economy of the boycott and higher
prices was still lsrgely in the future
when the yoar ended.

Inflation was ihe most serions prob-
lem facing economic policymakers last
year. The wholesale price index rose
almost 14 percent from 1972 to 1973
end tha gconsamer index & percent, the
steepest increases since 'World War ILL
Higher prices for food and petzolewm
products were major coniribuiors ic
tha inflation. The increase in apricul-
tural prices mainly reflected the short-
ness of supplies cavsed by poor harvests
abroad, sugmented by the-more or
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lage eoincident timing of booms in
major world economies. Patrolunem
Plices were alresdy rising steaply before
tha actons by Arab and other producers
late m the year, reflecting strong world
demand and nerensingly serious supply
problems. ‘The 'worldwide economic
hoom, which affected peiroleum de-
mand, was also important in boosting
prices of industrinl materials such as
metals and lumber.

The stance of fiscal and monetary
policy was in gensral resiriciive in
1273, The Federel budget (cn the na-

tipnal income aceounts hasie) swung
frowe o deficit of $16 billion in 1972 to
s amoali surplus in 1973, On the “full
employmeant’ hazizs that is mare appro-
priate for isclating the impact of the
budget on tha ecenomy, the hudget
position shifted somewhat less sherply,
from » “deficit of $& billion in 1972 to
a surplas of $8% billion in 1973, The
“full employment'' hudget position
moved from deficit in late 1972 Lo sur-
plus in the first half of 1573, and the
surplus increased in the second half.
Monetary policy turned rother clenrly
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restrictive late in 1972, and in 1973
all the major monetary policy tools
were used In on affort to moderate
the growth of credit and thus of aggre-
gate demand. The monstery authori-
ties permitted steap increnses In interest
rates to restroin the demsnd for credid
pnd allecate credit emong prospective
borrowers, This. coniraafed with other
periods of credit restraint in recent
yeors, when the authoritdes did et
allow interest rates bo mse so much nnd
gperatecdt more through directly cur-
tailing the ability of banks and other
intarmediaties {0 lend.

The Government’s economic stabili-
zotion program, which hed its origin in
the temporary wage-pricereni frecze
of August 1071, underwent several
glufts in 1873, [a mid-January, “Fhase
II¥? was intreduced. [t greatly reduced
the reguiremenis for reporting snd prior
approval of wage and priee changes,
and was intended o5 » mgjor step
toward removal of the controls program.
Dwring the first hell of 1973, howeaver,
various fuctors—led by devalopments
in world markets for agricultural prod-
ucts and industrinl materinla—caused
prices to rise sharply, and this engen-
dered congiderabla sentiment for some
sort of Government action on prices. As
n consequence, n price froexe was im-
posed in mid-June, ntended to allow
time for development of a hew system
of contrels which uitimately erme into
being as “Phaze 1¥.” This sysiem
ninrked o retuin to a rather extensive
contral mechanism with considerable
requiraments for veporting and clear-
nace. As the year progressed, however,
the sdministrotion was moving quite
rapidly to remova the eontrels on an
industry-by-industry basis.

Pressores on productive capasity,
especially in manofneturing, were un-
usuglly widespread last yesr. The
rebsohs are ouvmerous. The more or
Jess coincident timing of beoms in
major world sconomies wis s fnctor,
ag was the stimulus to demand for
U3, output engendered by the dellar
devalontions and the reveluntions of
other munjor currencies over the pust
several years. Moreover, prior to those
exchange rate adjustments the doliar
had been appreciably evervalued, and
the resulting gompetition from foreign-
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mada poods—hoth in T3, marketz and
abroad-—probably dumpened capaoity
expansicn in some U5, indusiries sov-
eral years age. Market distortions aris-
ing from the imposition of price cenirols
may &lie have dampened investment
in recent years. The Federal Reserve
measure of capacity willigation in major
materials industejes {which wes pub-
licly released for the first time last
sumaner) showed a 96 percant utiliza-
Hon rate in the third quarier of 1973,
That was the highest rate in the history
of the series, which goes back to 1948,
Limite on the expansicn of thess in-
dusiries’ preduction had ramifications
throughout the asonoemy, particularly
in the second half of the year.

Taking inte account the strong
demand for lzhor in 1973 and the sharp
mse in prices, lsbor relations were
rdatively trangual, Clesa te & million
workers ware affected by union con-
tracts that expivad or were subjec¢t to
reopening, making 1073 4 relatively
heavy bargeining yanyr. However, there
ware nv major cirikes, and the per-
ventage of poientinl working time lost
in work stoppages was epparently
lower than in 1972, which wes a lighter
bargaining year. Wage increases nego-
tisted in major contracts in 1972 wers
lower than thosze negotiated in sach of
the precading 3 years. First-year in-
creases in straight fime hourly sarnings
averaged & percent in contracts seitled
in the first 9 months of last year, and
inereases over the life of the coniract
averaged 54 percent. Those fipurss
were, respactivoly, 14 pareantage points
and 1 percentage point below the aver-
aga setilemenis in 1972, Howaver,
ARy workers raceive wige inereases
under cost-ofdiving ciauses tied to the
consumer price index, in addition to the
increnses specified axactly in the coen-
tracts. The number of workers covered
by such clanses hes risen sharply, to
somewhat more-than 4 miltion last yesr
compared with 2.8 million in 1970 and
2 million in the mid-1960's. The rapid
rise in the consumer price index last
Fear, plus the foct thot some contract
settlements liberalized the cost-of-living
formulas, sugwests that wape inereases
resulting from escalator clauses were
considerably larger last ysar them in
1572
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Ouiput grd prices

The Nation's total output of goods
and services in 1973 had a wvalue in
current prices of $1,288.2 bhillion, up
$133.0 billion or 11% percent from 1972
(table 1). Frice infintion ascounted for
sbout half of the rise in the nominal
value of output; GNP in constant
prices increased about & percent from
1972 to 1973, while the implicit price
defiator for GNP increased 5% percent
{chart 8). Residential investmant waak-
ened through the vear and showed little
gain from 1972 to 1973 even in cuwrrent
prices; in constant prices it declined.
Similurly, Federal Government spend-
ing increased only modestly and in real
terms declined. Inventory investment
was very low—Dbalow the 1972 pace—
through moszt of 1873 hut seems {om
the basis of partinl date) 1o have moved
to » much faster rate in the year’s
closing months, Other major demand
sectors recorded sizable increnses in
1973. By far the strongest incrense wos
in forelgners’ dernand for U.3. output.
Business capitol investment and spend-
ing by State snd local govermments
also rose sharply, The incresse in cop-
samer speading wos lorger than in 1972
but this reflected mflation; in real terms,
growth of comsumer demand, although
large, waa cslower thon in 1572

A substantiod paré of last year's
prrice neceleradion can he traced bo farm
prices. The implicit deflator for gross
farm product rese 47 percent, comparai
with 19 percent ir 1972; thus, the rise

Table I.-—Fercent Change in Major

Components ol GNP
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in the nonfarim deflator accelerated less
than the rise in the overall deflator
(chart 6}. Excludiog not only farm
product but als¢ general government
outpus, the implet deflator for the
private nonfarm eocotomy rose 4.0
percent in 1973, compared with 2.3
percent in 1872 and 4.4 percent in 1971.

Food prices in the consumer price
index avergpged 14 percent higher in
1#73 than in 1972, compered with &
rise of less than 4% percent from 1071
to 1972, Excluding food, the consumer
price index rose 3% percent last year
compared with 3 percent in 1472
{chart 6). Rising fus) prices did not
heve o marked direct influence on ihe
copsumer index last year, because their
weight in the index is low.

The wholesale price index rose nearly
I4 parcent in 1973, compared with 4%
percent in 1872. The index for farm
producis and processed foods and feeds
rose of an extracrdinary rate through
midsummer, then declined ; for the year
as a whels, it wns up 30 percent, com-
pared with 7¥ percent in 1872. The
index for fuels and related produces
recorded ita steepast advance in the
¢losing months of the year but hed also
shown substantisl inerezass befora then.
It was up 22% percens last year, com-
pared with 4 percent in 1972. Ex-
cluding farrm and food prices, the whole-
sale index rose 7% percent in 1973,
compared with 3¥ percent in 1972
(chart 6). Excluding not only thesa
products but also fuels, the wholesala
index rose 5 percent lost year and 33
percent in 1972,

Pm;:!upsii:ity and unit costy

Output par man-hour in the private
economy inereszed only about 23 per-
‘cent last year, dowm from abous 4
percent in 1972 and 1971. The slow-
down wes about the sams exeluding
the relatively small, but often volatils,
part of total output produced by the
farm sector: cuiput per man-hour in
tha private nonfarm economy increased
about 3 percent lnst yeour, down from
abont 4 percent in 1972 ond 1971, The
glowing of productivity prowth duving
the course of lgst year refloeted both the
employment of leas efficient labor end
equipment resources, £z capacity wiili-

- e
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zation rose {0 high levels, and ihe
typical cyclical patiern in which busi-
ness is slow to adjust men-hours when
economic activity begins to slow down,

In both the oversli private sconomy
and itz nonfarme sector, the riee in
corapensation per man-hour necelsrated
from just under ¥ percent in 1972 to
T4 percapt in 1973, Conssquently,
unit labor ecost incressed much more
last year than in either of the preceding
2 years. Unit lebor. cost moved up
about 4% percent in the private econ-
omy 85 & whole and about 4¥ percent
in the nonfarm sector. Part of last
year's acceleration of both compensa-
tion per men-hour and unit labor cost
reflected the inerease in contributions
for social insurance eifective lest Janu-
ary. One-haif of the social security tax
iz paid by the employer, and this pay-
ment is counted im the measure of
employee tommpensation; i Janoary,
the maximur amopunt of earnings sub-
ject to the tax was raised from $9,000
to $10,000 aud the combined empleyer-
employee tax rate from 10.4 percent
te 1.7 percent.

ﬂn;'parata profits

Despite the faster ingrease in lzbor
cost per umit of output nonfinancial
coiporations’ profit par unit rose con-
siderably more last year than in 1972,
On the hess of preliminsry date, profit
per unit of output was up about 10
percent last year, compared with &
percent in 1972, Witk tha corporations’
total output—i.e., valpe ndded—yising
slightly faster last yeor, the increase
in their total profits was much larger
than @ 1972, Pretax profits from
dotnestic operntions, as rmessured in
national income, ie., excluding inven-
tory profits, incrensed about 18K per-
cent, compared with 134 percent in

1972, The profite sxpansion last vear

wae almost entively in manufscturing
(chart 7). Pretex profits of manufac-
turers were up 29 percent bub other
domestic nonfineneial industries showed
little if any profit gain. However, profits
of financial corporntions incressed
sharply (chart 7) as did profits ramitted
from abroad (which are included in
the “other industries’ category on the
chart). Frofitz remitted from sbroad

BURBINESS
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are counted in the overall nations)
income measurs of profits, as an income
to USB. owmers of capital invested
ghroad. Total pretax profits, on the
netional incoms basis, sre prafiminarily
estimated for the yesr at $109% billion,
up $13 billion er 20 percent from 1972,
The rise from 1971 to 1972 wasz 134
percent.

The book profits of eorporations
were sharply infiated In 1973 by in-
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veniory profits arizing from differences
betwesn the reptacement cost of goods
takon out of inventory end tha eost
gt which they are charged to produc-
tien. Such profiis arise when prices
ata Increasing, and they must in effect
be used far inventory restocking if
the physical weluma of inveniories
iz not to decline. Becouse such profits
are not generated by current produc-
tion activity, they are exciuded from
the profits compopent of national
income. BEA estimntes that the in-
ventory profits of nonfinancial corpora-
tions--represented by the inventory
valustion adjvstrnent in the national
mcome  accountz—were $17Y%  billion
in 1973 compared with $7 billion in
1972, Bool profits before taxes, In-
cluding the inventory profits, were
$126)% hillion lest wear, up from §98
billion in' 1872 {chatt 7).

Internationcl accounts

U85, international trensacilons in
trede and services showed n surplus of
$4¥ billion lasi yoar, o stesp turnaround
from the $4¥ billion defieit inte which
the trade and services accounts had
plonged in 1972, There was also a
dramatic shift in long-term capitol
flows. (The trade and services estimates
for the fourth quarter are temtakive,
and for other international flows no
fourth quarter estimates are yet avail-
able}. As & result, the “basic bal-
atice'’—the balince on currant ascount
and long-tarm capitsl—was in surplus
by $1.3 hillion {seasonally adjusted an-
nuel rata} in the first three gquarters of
1973 and it is likely that the atcovnt
for the year s s whole will show a
sitrplus, In 1972, the besis balanse wos
in deficit by $9.8 billion,

Tha trprovement in trade and serv-
ices reflacted strong world demend,
espeeially for agrienliural commodities,
industrial materials, 2nd capital goods,
83 well as the price effects of fastel
infintion abroad than in the United
States and of the dollar's depreciation
against major currencies in the past
2 years. Tha dollar was devalued in
December 1971 and Februery 1973,
wnd  many other currencies were
formally revalued or permitted to rise
against the dollar in the system of
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floating exchange rates adopted early
in 1973,

Some outflows of long-term TS,
capital eoxly laat year, especially
through transactioms between 1.5, par-
ent firms and their direct investment
affilistes zbroad, were stimulated by
expectetions of further depreciation of
the dollar, For the firet three quacters,
direct investment capitel cuiflnws were
up substantially from 1972. This was
more than offset, however, by an in-
creased inflow of foreigm eapital for
direct investment and for the purchase
of T1.8. securities. Also, the outflow of
T.5. capital for the purchase of foreign
securities was much smaller n 1873
than in 1972. In total, long-term capital
tronsackions showad a net inflow for the
first three quariers of 1973 of almest
$1 billion (seasonsliy wdjusted apmual
rate), o contrast to the more nsoal net

cvuiflow; the ontflow for the year 1972

was §1.5 billion.

Recorded and unrecorded cutflows of
short-texm capital increased from 1972
to 1973, The increase was concentratod
in jast year’s first querier, when heavy
outflows were stimulated by exchange
mnrlet uncartaintiss (which culminnted
in the Fehruary devaluation of the
dollar and the Hosting of several leading
currencies against the dolinr). Despite
renewed exchange market pressure in
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the summer, short-term capital flows
improved on balance after the firat
quorter. Naverthaless, the vear's firgt
three quorters showed an ontflew thek
was very much larger than in 1%72.
This offzsat maost of the shift in the basic.
balsnce, so that the officisl Teserve
transactions balance for the first three
quarters was still in heavy deficit—
although it moved into sorplus on 8
quacierly basis as the vaar progressed.
The official éreneaciions deficit through
September was $3.1 billion—$20.7 bil-
licn &t an anpual rate—compared with
$10.3 bitlion, for the full yaar 1972,

The adoption of flesting exchange
rates for the dollar and other leading
currencies oearly last year affects the
interpretation of the official balence,
TUnder fized raies, exchanse markat
pressures agsinst the dollar were
reflected mainly in increases in TLS.
liabilities to foreien official agencies and
thus & deficit on the officis]l reserve
basiz, for the foreign agensiez would
ntervene via purchases of dollars o
maintein their exchange rabes within
prescribed limits, Under floating rates,
exchengs market prossures should be
mainly reflected in changes in exchange
Tates, and in the abssnce of intervention
the officinl halance should approach
Zak.,

Financial Developments

THE monetary anchorities set & re-
strictive policy course in 1973, in an
affort to curb very strong credit de-
mendzs and fo restrain inflationary
prassares. The move toward tighter
credit was gradoal in the sarly months
of the year, as the authorities ap-
parently sought to slow the growth of
the monetary aggregates (the money
stock, reserves, ete.) without sharp
increoses in interast rates. However, &
slowing of the growth of the appregates
early in the yeor, which wes due in
park to transitory factors, was followed
by nccelerntion, and the emphasis of
policy shifted in the secomd quurter
towsard rouch more aggressive restraint.

Very tight conditions prevailed in
maney and credit marksis from mid-
gpring fhrough tha summer; shori-
term interest reies resched levels well
sbove the record hLighz of 1269 and
eariy 1970 (chart 8) and the growth of
the monetary aggregntes slowed {table
2). Indeed, the money stock (currency
in cirenlation apd private demnnd
deposits) ectually declined slightly in
bath Auvgust and September, after
having incrensed at a 5.9 percent
seasonally adjusted annual rate in the
first 7 months of last year. Credi
policy was somewhat less restrictive
in the closing months of ths year,
and shori.term interest rates declined
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Table 2.—Change in Moner Aggragates!
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apprecisbly from thewr swimer lughs
‘while scveral of the major monetary

sggregates  were agpun  expanding
briskly.
Monetary policy

The Federal Resarve Syatem usad all
of ita major credit policy tools last year.
Open-market oparations ware amployad
to restrict the growth of bank resarves,
and thus of money and credit. The
tesetve refquirement on demand de-
posits in excess of 22 million was raized
one-half of 1 percent, and the ressrvo
requirement on further axpansion of
larga megotiable certificates of deposit
{CD’'s) wes twice raired, in May snd
in September, by 3 percant sach tima.
(The socond increase wes rezcinded in
Dacember ) Also, the dizeoynt rata was
raized from 4% pereent to 7Y percent,
in seven steps. Some of the increnses
were described by the Federal Reserve
a8 actions taken to simply close the
differentisl between the discount rate
and rising market interest rates, while
sorme wete explicity described ay in-
tended to curl excessive exprnzion in
money and cradit.

Credit restraint in 1973 differsd in &
significent way from that of 1966 and
1960, Last vear the Fadersl HReserve
Syetam relied simxoet exclesively on its
genera} tools of cradit control to affect
the cost and availability of credit and
did not vély on Regulntion Q ceilings,
which govern the rates commerciel
banks c¢an pay on time and savings
depogits. Rate ceilings on short-mntur-
ity CD's were suspended in 1970 and on
longer term C1Vs in May of Jast year.
Io both 1069 and 1966, market interest
rotes rose {ar above Eegulationm 0
ceilings end depositors shifted funds

from banks to direct investment in open
markel instrvments. Becsuse Regula-
tioh ) controls prevented banks from
effectively competing in money marksts
for loanable funds, their role as inter-
mediaries in the credit flow proetes
eoniracted.

The fact that commercial banks last
year could aggressively compets in
money markets for loanable funde
through sales of CD's added consider-
nbly to the rise in rooney market intarest
rates. However, although funds were
progressively costlier and harder to get
through the first 9 months of the year,
they were available to borrowers and
the role of commereisl banls in the
credit proeass was not seversly coh-
stroined as it hod Deen in 1969 and
1966. The commercial banking system
sceounted for 38 percent of totel funds
advanced in eredit markets in the first
three quarters of last yenr, about the
Bame g5 in 1972 when monetary policy
was accommodative or only mildly
restrictive. Thiz is in sherp contrast
with the situation in 196%; in that year,
banks aceounted for anly 15 percant of
tota! funds advaneed in credit markoats,
as compared with 34 percent in 1968
Thus, & major affect of suspending
Reguietion () ceilings on large C1)'e was
to permit hanks i{o maintain thew
position in the eredit process and sllow
interest rates to function much more
freely as the allocatbor of credit,

Interest rates

Restrictive monetary policy snd very
stwong short-term credit demands re-
sulted in a sharp escalation of money
market interest rotes through the firsé
three quorters of last year. The federal
funds rate—ths prica at which banks
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buy and sell excess reserves, and &
barometer of Foderal Reserve Policy—
increased nearly 5% percentage points
to 10% percent during the first 9 months
of 1873, The rate on prime commercinal
poper increased nearly 5 perceniage
points to 104 percent, and the prime
commercial loan, rate was reised from 6
percent to 10 percent in 16 steps. Most
of the inarease in tha prime rete oc-
curred after May; earlier in the year, it
legged after gther monay market zatas
as the Government’s Committee on
Interest and Dividends ixied to induce
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tha banking systam to slow the increase
in tha cost of eredit, and focused its
attantion on the very visible prime rate.

In September, husiness loan demnand
began to wesken and expectations de-
veloped in the finaneial community
that monetary policy would be relaxed.
As a result, money maricet rates de-
plined sharply, then moved erratically
during the {ourth quarter. At yearend,
most market rates wera 1 to 1% per-
centage points helow their September
highs.

Despite the escalation of short-term
rates, lonpg-term rates mowed little until
the summer and even then tha increase
was moderste. ASter September, most
long-term raies showed little change or
declined. An sxception was mortgage
market rates, which began to move up-
ward early in the year and which rose
sharply in the summer months as de-
posit drains at the thrift institutions
furiher threatened the availability of
morigage funds, Mortgage rates eased &
hitle nfter September, but at yearend
weras about 1 percentnge point above
midyear levels. Yields on T.B. Govarn-
ment long-term honds also rose sharply
in the summer reflecting an early Augnst
sole of a 20-year bond. Yields on Gov-
ernment bonds declined after Aungust
and at yearsnd were about at their mid-
year level,

Demands for credir

Borrowing by tha nonfinaneial sectors
of the economy was substantially
greater last year tban in 1972. Total
funds raized in eredit markets by these
sectors amounted to %156 billion at a
segsonally adjnated anpusl rete in the
first three quarters of the yesr (data
are not available for the foarth quarter),
compared to the previous recerd of
#1466 billico in 1972 {teble 3). The in-
crease reflected heavier horrowing by
business, households, and foreigners
which more than offset & reduction in
borrowing by the Federal snd State
and local governments.

Borrowing by corporaste and non-
corporate business asceleratad in 1973,
Although corporations continued to
generate s lorga volume of internal
funds, they remained hesvily depend-
ent on sxiernsl sturces to finance ager
capital investment proprams and a sub-

atantial incraaze in liquid asset scruizis
tion. The grest bulk of corporate
bBorrowmg wes in short-terrn mearkeis,
where the volume of funds raised by
themn wes more than deonble that in
1972. Because of 5 general expectation
of lower long-term interest rates in tha
future, many corporaticns were relug.
tant f0 imue long-term debt, and the
wolume of funds raised through bond
sales was the lowest in recent years,
Moreover, becanss of the depressed
prices in equity markets in 1973, stock
sales were o relatively umnattractive
wvehicle for raising funds, and the volume
of new stock issues wns helow ihat of
either 1072 or 1971,

Housoholds substantiaslly ncrsased
their borrowing in 1973. Hare too the
increase in borrowing was mainly con-
centrated in  short-ierm  markeis,
although mortgage debt expension also
continued to be very rapid. Foreigners
aleo borrowed more in T1LE. eredit
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markets in 1973 then in 1972, That
borrowing mainly took the form of banlk
loans sod was concenirated early in the
year. At thaf time, expectations of a
further depreciation of the dobar rela-
tive to major currencies stimulated
demand for dollar loans by borrowers
who wanted te awitch into currencies
axpected to appreciata, or whe wanted
to iavest dollars in the Eurcddlar
market where corrency ftwrmoil had
contribyted to & sharp rise in intevest
rates,

The Federal Government borrowed
only half as much in 1973 as in 1972, as
the Federal budgei (messured on the
MIA besis? moved toward surplus
fallowing & 318 billion deficit for the
year 1972, The voluma of State and
local government borrowing was a little
mere than helf as much as in 1972, The
reduction of credit demands teflected
the substantial improvement in ihe
fiseal pesiion of many of these govern-

Table .—Change in Loans and Investment? at Commercial Banks
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ments resulting heth from revenus
sharing and from higher tax receipte
associated with strong income growth,

Commercial bank eredit

Loane and investments at commercial
banks incrensed $69 billion frem the
end of 1972 {o the end of 1973, only &
little less than the expansion in the

M CHART 2
Savings and Loan Associations
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preceding year (table 4). The large in-
crease i o yesr of restriciive credid
policy reflects the Federal Reserve's
decision to permit banks to ecompete
fraely for losnable funds and thus to
maintain their pogifion in the credit
proCcess.

The net increase in credit was strong-
est in the first quarier of the vear and
slowed steadily thersafter. The preat
bulk of the increass ($86% billion) was
in lpens, as hquidation of 1.8, Govarn-
ment securities largely offset acquisi-
tions of other investments, mainly Siate
and local government securities,

Within the lesn component of bask
credit, the strongest increase was in
business loans, which inmressed much
faster than in 1973. Business loan
growth was excepiionelly fast early in
the year reflecting both the rapid ex-
pansion. of economic activity snd the
poliey of the Committes on Interest
and Dividends which forced the banlks
to hold back the prime lending rate.
That policy mada it more stiractive
to businesses to borrow from commer-
gisl bhanks than from altemative
sources, auch as the sale of commernial
poper. Among other major loan cormn-
ponents, real estats, comsumer, and
nonbank financial loans 2ll rose rapidly
inst. year, bub security loans declined,
reflecting in part wenkness in equities
markets and an inerense in macgin
requirements that becoma effective in
late 1972.

Bavings and loan associations

Rising marlet interest rotes led
savers to divert fonds from the thnfl
institutions, Savings flows Lo the 3&L's
were sirong in the first quarter, but
weskened sharply in the sacond and
thi*d quarters, then recoversd in the
fourth when market interesi rates
declined (chart 9).

With savings flows shnnking, the
5&L's cut new lending commitments.
Commitments outstanding rose very
steeply for & years and reached a
record 321X hillion (sensonally ad-
justed) in February of last yeer;

January 1974

from Februery to November, they
declined roughly 3¢ percent to $15%
biilicn—which 13 still & iarge volume,
In order te meei the high volume of
outstanding lesn commitments and
increase the availability of mortgage
funds, these institutions greatly in-
creased their borrowing from the Fed-
ersl Home Loan Beaks. Outsianding
FHLB advances amounted to $14%
billicn in November, about 37 billion
ahove tha level at the start of the year,

Mortgage lending by the 3&L’s
continned to expand rapidly in the
first half of the yesr, but growth slowed
maoderately in the third guarter snd
sharply in the fourih. Mortgoge debt
holdings increased $26% billion, which
was less than the §32 billion increase
in 1972 but the second larxest wolume
of lending on record. Lending would
probably have been aven stronger if
it hed not besn for the fnet that mori-
gage inkerest rales rose above the
ceilings permissible under usury laws
in some States.

In sadditicn te the support pro-
vided by the Federsel Home Loan
Banles, other federaily sponsored aredit
agencies (such as the Federal Naticnal
Mortgege Corperation, the QGovern-
ment Mationsl Mortgage Association,
and the Federsl Home Loan Mortgege
Corporation) were actively angoged
in channeling funds to mortgage mar-
kets. In the first three quariers of lest
year {the Tatest for which data are
available), total support of mortgage
markets- (including advances by the
Home Loan Banks) amounted to £21.2
billion, about 36 percent of residential
mortgage debt expansion. In providing
this suppori, these ogencies sherply
etepped up their demands on credit
markets, the toftal volume of funds.
rujged in credit markets by these
sgencies amounted to nearly $22 billion
(sensonally adjusted annue) rate) in
the first three quorters of lust year.
{These sagencies are included in the
finnneial sector of the flow of funds
aceounts ond their borrowing iz there-
fore mot included in the fipures on
government borrowing in table 3.)
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Income and Consumption

PERSONAL income incressed 10.3
percent in 1972 to sn average for the
yesr of $1,037 billicn, a strong advance
and ope oonsiderably fmster-than the
85 percent gain in 1972, The 1575
incressa would have been even larger
had there not been a sherp Increase
in personsl conimibutions for social
msurance (deducted in the caleulation
of persousl income). Before deduction
of coniribudions for social insurance,
income incrsased 108 perceat in 1973
85 compsared to 8.9 percent in 1972.

IR CHART 10
Personal leceme

Gilion § (Rote sule}

5 53388

o

LI L E——

1572 1A

1971
Secmeally Acketed of Annuol Retm
Repl, MMl g i ibe e

H3 Dapacn ol Combar, Busn of Bk it

ILNTRN] a1 CIEINTINN Y
9% 1¥70

L=l

Viriually all major components of
persenal invome increased somewhet
faster in 1973 than in 1972 (table &).
The speedup in the growih of wage and
salary income largely reflected wm-
uznally rapid geowth of payrolls in
the commodity-producing ndustries,
pariicularly I the ficst half of the yaar.
The Lig gein in these industriess was
due to very sirong amployment expan-
sion, as hourly emrnings increased ot
about the same rate as in 1972 and the
workwoek loveled off after having risen
sharply in 1972, Wape and salary
growth in government and in the
service indusiries wes about the same
in 1973 rs in 1972, and in the distrib-
utive indysiries a little slower. The
rise in both business and professicnal
snd {erm proprietors’ income accel-
ernted last year, particularly the latter,
whars income was boosted by the steep
rise in prices of farm products. The
1973 acceleration in the growth of
transfer paymsants reflected the 20
percemt inerease o eocial securify
‘bepefits late in 1972, the sxtension of
medicara coverage to dizabled persons
uhder 85, and a big inereass in Foderal
pengions that reflected vost-of-living
inereases plus a surgs in the number of
retiraes.

Perzonal income growth was stronger

iIn second half of 1973 than in first

ftable 5). Wagpez and salaries ineressad
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at about the same rate in the second
hedf a3 in the firet, and the scceleration
wis im pther components aof income.
The rize in wages in the eyclically-
sensitive  manuactoring  industries
slowed appreciably sfter midyesy, wir-
roring the slowdawn in employment
and output growth, but this way offset
by a faster rale of increase in Govern-
ment, where a eivilian and military pey
raise became effective in October, and
in the sarvice indusiries. Transfer pay-
menta accountad for the larzest part of
the acceleration of personal income af-
ter midyear, for it wes in that pericd
that the extension of medicare coverage
became effeciive snd the bulk of the
inoreasa in Federsl pension payments
ocourred. However, growth of the other
nonwage components—proprietors’ in-
GOme, rett, interest, and dividends—also
speeded up in ke second half.
Dizposabla personal meome incressad
10.7 percent in 1973, compsred with 6.8
percent in 1972, The difference batwesn
disposable income growth in the 2 years
is due largely to the different impact of
income ‘tax overwithbalding. In 1972,
new withholding secheduvles were intro-
duced that resulied in some $3 to $10
hillion of overwithholding: thus the
risa ih personal income froms 1971 to
1972 waz held down by that amount.
Orrorwithholding continued at sbhout
the seme rate in 1975 as in 1972, but
thers wete alzo unusually larga refunds
resulting from the 1972 overwithhold-
ing; thus the rise in disposeble income
from 1972 to 1973 was boosted sbove
whai it “pormelly” would heve been.
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It appenrs that overwithholding will
continue indefinitely, as taxpayers hove
not actad to bring their withholdings
into line with their Wabilities. Hence-
forth, howaver, the flow of overwith-
holding will be offset by associated
refunds.

The rise in consumer outlays matchad
the visa in disposable personal income
in 1973, so thet the saving rate (per-
aonal seving as & parcentage of dispos-
sble personal income) waz about
unchangad from 1972, At 6 percent in
the past 2 years, the rate has been

. CHART 11
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running some 2 percentage points less
than the high level maintained in 1970
and 1971. For most, of 1973, the saving
Tate was just under & percent, bui in
tha fourth quarter it rose ns consumar
spending for durable goods declined.

Personal consumption

Personal consumption expenditures
incressed nearly 11 percent in 1973,
compared with 9 percent in 1972, Ex-
penditures for services increased shightly
faster in 1973 than in 1972, but most of
the scceleration In consumer ¢utlays
was in spending for nondurables, which
rese 12 percent as compaved with 7§
percent in 1872, The spesdup n non-
dursables spending was mainly in cutlays
for food end petroleum products, whare
Price increases were savers, and in real
torrs the rize in nondurablas consump-
Hon was in fast slower in 1973 than in
1972. Ths rise in dursble goods pur-
chaeses in 1975 was L1% percent, a lorge
advence but not as large aa the 13¥
percent inerease in 1972; in real terms
the slowdown was somewhai sharper.
Growth of cutlays for sutomobiles and
for furpiture and household equipment
was slower In 1873 than In 1972, but
there wos s smsll scceleration in the
growth of agpregate spending for other
durables.

There waz a phenomenal surpe of
consumer buying, especially of durables,
in the firet quarter of 1973, followed by
much smaller gains for the rest of the
year {chart 11}. There wers & number
of influences that probably contributed
to the first-quarter surge. After Phage
III of the economie stabilization pre-
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gram was introduced in Fanoary, fears
of pr... increnses spparvently led to
som# huying of items that otherwize
would have bean bought later in 1973,
In addition, many people evidently
helieved that the mandetory anti-
pollution and safety features schedulad
for the uptoming 1974 model cars would
maeke them both more expensive angd
1ess convenient, and there was unexpect-
edly strong demend for 1973 models.
Alse, the ongoing housing boom was
still generating incressed needs for
housshold equipment. On the income
side, the subsiantial rise in sociat
security benefits in Qgctober 1972 was
gvoilable for spending, and the excep-
tionally large income tax refunds caused
by the overwithholding in 1972 were
beginuing to be paid. These refunds
represented in MALY CASES AL dnex-
pected increase io current income, avail-
eble mot enly for cash purchases but
also as downpeyments on big-ticket
items bought on credit.

After the first quarter, however, there
wers a number of developments that
probably had an unfavorable impact on
consumer's attitudes and hance propen-
sity to spend. The belance of the yenr
saw accelersting price incresses wnd po-
litical unecertainties, the outbresk of war
in the Middle Enst, the Arak oil boy-
cott, and growiog expectations of w
glowdown in the economy and rise in
unemployment. Moreover, spending
was held down in some cazes by short-
sges om the supply side. This wes true
of autoes and ferniture in the ¢pring and
BUIImer.

[nvestment

Capital nvestment

Business fixed investment in capital
goods and stroctures inereased almost
%18 billion, or 1§ percent, in 1973,
Thiz was somewhat sharper than the
rise in 1972, and one of the largest in
the postwar peried. In reel terms, the
increaze was 104 percent, salso some-
what sharper thon in 1972, Linsk yenr's
scceleration in capitel spending re-

flected the sharp Incresse o corporate
cosh flow, the pressurss on capecity in
many industries, and the need to meet
requirements for pollution contrel and
safoty,

The accelerstion of spending growth
was centered in investment in sirge-
tures, which recorded its first snbstan-
tial increase in rend terms since 1906,
The risa in spending for producers’



Joyuary 1874

dursble equipment, elthough larga, was
smoller in real terms than in 1972,
This sort of pattern—aceelerating
spending for structures and a slowing
in the rise of spending for equipment—
hoa been reen also in the advanced
stages of past cepital investmant booms.
It may in part reflect the longer lead-
tme needed in planning end beginning
‘msajor projects involving structures,
and in part a tendancy for investment
expanzions to eoncentrate first on im-
proving equipment and only Iater %o
ndd new buildings.

Increased spending for industrial
atructures—s category that is meinty
comprised of factory buildings—wnos
responsible for the acceleration of the
riee in Aggrecate investment in strue-
tures. Spending for industriol buildings
inereasad by sbout one-fourth in 1973
after 3 yests of decline; despita this

AR CHART 12
Plant and Equipment Expenditures
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upsurge, and despite the rise in con-
gtruction eostz, the dellsr volume in
1973 was still well short of the levels
in 1969 and 1470. The relatively low
lewel of industrial building in recent
yesrs undoubtedly accounts for some
of the pressure on capacity experienced
in 1973. Commercial! building—stores
and offices—hes  Leen expanding
atrongly sinee 1970; the gain in 1%73
was 16 percent, about the same ss in
1572,

Industry deinil on capital spending
is provided in the BEA quarterly
survey of business expenditures for new
plant and equipment, which has =
narrower coverage then business fixed
investment in the national ihcome ac-
counts and i also estimated differemtly.
These data show a spending increase
in 1973 of 13 percent, comparad with
9 percent in 1372, Tha acceleration of
the rise in 1973 was entirely in the
manufeckuring sector, - whers outlays
rose 21 percent compsared with only
4¥ purcent in 1972 and e decline in
1971, All major manufacturing indus-
tries showed considersbly larger grins
in 1973 than in 1972 except toxtles
pnd stone-clay-glass: in these industries,
the gains: had been very sherp in 1972.
Acceleration was marked in both dur-
able and nondurable goods manuface
turing with durables up 24 percent in
1973 elfter a 104 percent rise in 1972,
and nondurables up 18% percent in
1973 after 2 vears of smell reduciions.
Aprrerate capitel outlays in nenmenu-
facturing indusiries rose 84§ percent
in 1675, compered with 11% percent in
1972, The slowdowm ocourred mainly
because of a smaller rise in spending
by commercial firma.

Many maenufacturing firms, espe-
cially in the bssic materisls industries,
felt & naed for more capacity in 1973,
Firms holding 61 percent of the gross
capital assete in manufacturdng re-
ported s need for additional capucity as
of Saptember 30, o propertion as high as
at the pealk ip 1986; this proportion
has risen steadily from 21 pereent in
early 1972. By indnstry, the highesat
percentages last Septembar were 70
percent in petrcleum and 53 percent in
rhemieale. The rate of capacity utili-
zation in major metarials induztries;
as estimatad by the Federal Reserve
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Board, has also been rking steadily,
Irom 54 percent in the third quarter of
1971 to 96 percent in the third quarter
of 1973, somewhat above the previous
peak set in the Korean war period.

At the end of 1973 the available date
pointed to continued strong growth
in capitel outlays. Through the third
querier, the volume of new projects
started by manufacturing and public
utilities firms remeined well above
the Javel of current expenditures so
that she carryover of unfinished projects
waz rising sharply. Similarly, heth
currant eapital appropriations by man-
vfacturers and the backlog of unspent
apprepristions continued to rise in
the third quarter, but at a somewhat
slower rate than eatlier. For 1974, the
latesi: BEA survey shows s plenned
inerease in business outlaye for new
plant and eruipment of 12 percent,
ageinst 23 percent in 1873, The pain
In aggregate manufacturing outleys is
scheduled to slow from 21 percent in
1973 t¢ 17 percent in 1974,

I CHART 13
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Inventories

While business sapital invesiment
was hooming lest yesr, business invest-
ment in inventories was exceptionally
slow, It held at an annual rate of about
§4% billion in the first threa guertsrs of
the year, only sbout half the pace in
the second half of 1972. This low rate
appeared to be in pood pert the result
of heavy demand pressursg that di-
varted gonds from inveniory. Hvi-
dence of the difficulties of purchesing
goods for inventory is provided in
private surveys which show that the
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propertion of companies reporting slower
deliveries from suppliers and reporting
buying commitments for production
materinls of 80 days or longer both
reached the highest levels on record

since World Wor II. The ovarall retio.

of stocks to =ales in manufacturing and
trede held at around 1.42 monaths of
salas throughout 1973, the lowest ratic
jor an extended pariod in over 20 years.
In manufsctaring, the ratio of fivished
goods inventories to sales continued to
meove slowly downward throughout the
year In response to the demand for
goods, bui the ratic of mateniale and
supplies to sales edged upword, sug-
gesting some casing in supply. In retail
trade, the ratio alzo increased slowly
during the year from the extramsly low
level reached in the sales beom in the
first quartar.

In the fourth guartsr, iaventory
stoumulation ncrensed sharply te an
snnual rate of $16 billion. The sharp
step-up probably reflected two oppos-
ing fectors—san uniniended buildup
a5 & result of the sharp drop in con-
sumer buying, especially of lavger
antomobiles and recrestion vehicles,
and a buildop of desived =stocks as
materials and suppilies became increas-
ingly available because of the slow-
down of finel demand. The evidence
on the latter pomt iz still tenucus,
however.

Residentinl investment

Some declne in homebuilding active
ity In 1973 had been generally antic-
ipated ne an  adjustment following
the record pace of byilding in 1971
and 1972. The decline was tntensified
in late esummer by sharply rising
meortgaps intarest rates and redueed
pvailability of morteage financing. By
the fourth gquarter, siarts had fallen
35 percent from the 2.4 million unit
rate Teached in. the first gquarter, a
very sharp dacline: in the 1968 down-
turn, starts dropped 40. percent owver
five quarters {chars 14).

- For the full yewr 1973, private
housing starts totaled 2.0 million units,
down about 13 percant from the 2.4
million in 1972. Starts were down
shout 13 percent in both single family
homes and muoltinnit structures, to 1.0
million and 916,000 npits, respactively.

| Janaary 1874

Mobile homes are an imporiant source
of low cost housing but are currently
treated in the GNP accounts aa durable
goods consumption rather than as
residential inveswoent. Shipments of
mobile homes totafed shout 585,000
units in 1873, a bit more than in 1972,

Regionally, the 1973 drop in housing -
starts were severest in the West, where
staris declined some 19 percent. Starts
were off sbout 15 percent in the
Zouth, snd about 16 percent in the
Northeast, In the North Central region,
there was a sharp Increass in starts
sarly 1o the year followed by steady
dechne and the totsl for the year was
shout the same as in 1972,

Invdstmemt in residential comsiruc-
tion was $58 billion in 1973, up about
#4 billion, or 7 persent, from 1972.
The increase ccourred entively in the
first half of the year, and was far
less than the incresses of 26 percent
and 37 percent in 1972 and 1971,
respectively. In the second hall of
1973, residential imvestment actuslly
declined for the first time =ince 197C.

Developments within 1973

There wars several important factors
myolved in the homebuilding decline
m 1973, Some adjustment had been
sxpacted bocause of sipns developing
alveady in late 1972 that the housing
merket was lagging in absorbing the
largs number of new units coming onto
the market; as 1973 progressed, the
glowing of ahsorption became more
pronounced. The zales rate of new
sinple-family homes had leveled off
Inte in 1072 and, in the faca of rising
home prices sand financing eosts, was
already declining in the first quarter of
1973. The stock of homes for sale
continued to grow as it hed throughouat
the 1971-72 building boom, and rep-
resented an average 7% months of
sales at the average sales rate in the
first half of 1973. With tightening
mortgage credit, the sales rate for new
howmes droppad drastically but  the
stoek of unsold homes continuned to
rise and represented an overage 9%
months of ssles nt the third gquarter
raie, well mbove previous high of 6%
months recorded In both 1966 and 1969.

In the renial market, indications of
lagging absorption wers much less
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pronounced. The national vacancy rate,
which had inched up slowly throughout
1972, was very littla higher m 1973,
aver azing pbout 5% percent. Vacancy
rates did rise noticeably in tha North-
enst snd the West, but declined in the
North Central region. Vacancy rates
are expecied to continue rising in 1974
because of the very large mumber of
units in multiunit struetures which
were started some fime age but which
gre being completed only now. The
glowness of the rise in vacancy rafes
last year mey refect the fact that
many large apartooent buildings wera
cooperatives or condominiums and
thus pever entered the rental market.
It has besn estimated that in the
laxger moultivnit buildings—those with
5 or more unite—10 to 12 percent may
have been cooperatives or condo-
minning.

In addition to the expected adjust-
memts i the weke of the homebuilding
boom, there were several important
developments in 1972, In January, new
commitments undar the Federal home-
building submidy program were sus-
pendad indefinitely. This action re-
sulted in a 4§ percant drop from 1972 to
T I#73 in the number of startz with
goverpment subsidy, from 240,000 to
about 190,000 units, o addition, thers
were many new State wnd local restric-
tions on homebuilding, ineluding sewer
moratoria, environmeantsl impact state-
ment requirements, snd so-selled “‘no-
growth” policies in zome localities. The
growing awareness of possible fuel
shorteges late in the yesr probably had
soma effect althouph the impact in 1973
could not havs heen large.

Probably the most important single
factor in the homebuilding decline in
1978 waa the tightening of mortgage
eredit, Rising short term intarest rates
led in the summer to a diversion of
severs' funds from thrift institutions to
market instruments, This resulted in an
agceleration of the rise In martgage in-
terest rates and asharp reducion in the
avallebility of mortzage funds. In late
spring and early summer, morigege
interest rates roza above 8 percent, a
crucial level hecanse the nsury laws in
somme 17 States Bmit mterest retes to B
percent or less. In efforts last sumamer
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to bring the coniract rate for (Fovern-
meni-backed home wmorégages mora
closely into line with the increased
yields in mortgage markets, the ceiling
on FHA-VA morigages was raised in
two steps from 7 to BX percent. Alsc,
in 4n stiempt te moderate tha rise in
morigage rates, the Government Na-
tiohal Mortgage Amocation (GNMA)
rainstatad tha Tandera Plen in Septem-
ber. Under this plan, whenever markat
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mterest retes rise abave the celling on
FHAansured mortgages, GNMA buys
nsursd mortgages from mortgaza lend-
ers &t nbove their market value, thus
increasing their aétractiveness to lenders
snd holding down the interest charges
to homa buyers. Morigage rates peaked
in Saptember, and by November (the
latest momth for which data ave avail-
able) had declined betwaen ¥ aod X

percentage point.

Exports and Imports

SPENDIN G by foreigners for ULS.
goods and sarvices inereased sharply
in 1973, and foreign demsnd took an
appreciably larger share of TS out-
put than it had in previous years. A
good part of the spending increasa
reflected higher prices for T.5. output,
but the real ozin was nonetheless very
big. Thers was sharp expension nok
only in Ti5. merchandize exporis hat
alzo in receipts for services. The in-
ereaze in TS, spending for foreign
goods and services last year was also
large, bat here, too, higher prices ac-
counted for much of the incraase and
in real terms the gain was well balow
that in 1972. The preliminary GNF
estimates show goods and services ex-
ports in 1973 of $101.3 hillion, up
almost. 528 hillion or 38 percend, com-
pared with an 11 percent rise In 1972;
imports ars estimated at $96.7 billion,
up $124 tillion or 24 percent, compared
with & 19 percent rse in 1972. The
estimated bolance on goods and serv-
ites—the net export component of
GNP—was in surplus by $4.6 billion
lagi year, compared with a deficit of
$4.6 billion in 1972. The surplus was
the largest since 1967,

The balance on goods and _services
improved quarter by gquarter through
the year, although the preliminary esti-
mate for the fourth quartar shows only
& modest advance, reflecting an appar-
ent slowdown in the improvement of
the merchandise trade balance. Toward
vearend, rising prces of potroleum Im-
ports were inflating the value of mer-
chandize imperts, even thoupgh the
volume of petrolevm imports was being
dampened as » result of the ol boycott.

There wera severnl major factors
behind the swing last year to 2 surpius
In maerchandise and service fransae-
tions. The more or less coinsident timing
of booms in major world economies
stimulated demand for TS, output,
espacially for machinery and for ma-
teriale such as lumber and metels. Foor
harvaests abroad were & mejor stimulus
to demand for agriculture! commodities.
Another factor, but one whose quanti-
tative importance iz not clear, was the
incentive to export that wes provided
in some cases by the domestic price
cantrol program, as exports wate not
subject to gontrol. Chanpes in relative
prices—refected in faster rising import
than export prices—aervad to reduce
tha attractivensss of foreizm outpuoi to
.5, buyers and to increase the attrece
tiveness of TIE. output fo hoth
domestic and foreign buyers. These
changes in relative prices rafiected the
eifects of the dollar devalustions in
December 1871 and Fabrouary 1873,
angmented until the auturmn of 1973
by further exchange market depresis-
tion of the dollar relative to leading
currencies. In addition, price inflation
waa ganerally faster ghroad than in the
United States. Indeed, given tha steep
rise in the dollar prices of foreign goods
and services, it is rather surprising that
the total dollar value of imports did
aob rise mora than it did 1sst year; to
put it another way, the growth in the
real volume of imports stowed (o o

surprising degres,
Merchandise trade

Dotall on merchandise trade i3 avail-
able only for the first three quarters of
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1573. In that period, exports swere up
41 percent from the comparable 1972
period snd imports were up 25 percent;
the increases in 1972 over 1971 were
14 pereent and 22 percent, reapactivaly.

Agricalturnl exporis increased 88 per-
vent last year, with about helf of that
rise due to lugher prices and half teo
real volume. The bulk of the ingrease
went to treditional markets, with ship-
ments te Chinn and the USSR,
aceounting for only ebout 15 percent of
the advonce. Nonasrieultural exports
incresszed 31 percent, with most of the
ndvance reflacting xenl growth rather
than higher prices. There ware capecially
sharp gains in exports of industrial
supplies and materiala—mnotably metals,
chemicals, logs, snd lumber—reflacting
strong econcmic expansion abroad snd
probably some diversion to avoeid do-
mestic prce oomirels. Other sxpori
categories—ceapital goods, autes, other
nionfood consumer gonde—also inereased
substantinlly.

Among major import catagories, the
largast percentage riss 1ast yeer was In
capital goods. The value of petroleum
imports increased substoniially, reflect-
ing . higher volume ss well as higher
prices. Imports of other supplies and
materials alse rose guite rapidiy. The
substentisl rise in feod imports was in
good part attributable to higher prices.

Nervices

Ths nonmerchandise accounts also
nnpmved shnrp-ly in 1973, Foreigners’
purchases in nonmerchondise—"serv-
ices—transactions incremsed 28 per-
cent from the first three gquarters of
1872 to the sume peried last year, com-
pared with o § percent increase in 1072,
T.5. imports of services increased 17
percent in 1973, compared with 12
percent in 1672, The balance in each
major sgrvice nccount improved last
yenr, The military transactions defieit
shrank as defense spending abroad
edged down while U8, military nirerift
sules increased substantinlly. The deficit
on travel and transportation alse fell,
for the fizt Gme in 4 years. U.S. re-
caipts of Ineome from investment ahrond
were spurred by strong economic growth
abrond and by the deliar’s depreciation
(which meant that a given amount of
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income in many foreign currencies was
worth mere in dollars in 1973 thao
previousty}. The rise in receipts wos
large enough to boost the U3, net
surplus on investment income even
though U.3. payments of investment
ineome rose rapidly.

Fxport and import shares

When the balance on goods and
services was deteriorating in the 1980°,
the share of imported goods and services
in U8 domestic demand increased
substantially but there was ondy a slow
rise in the share of TL3. cutput exported.
The improvement of the balance in
1973 occurred as the import share in
domestic demand increased {further but
the share of output exported rose
sharply, especially the share of goods
output experted. Table § shows these
share fizares, with some detail on the
relation of imports to demestic demand.
The table shows stabilization of the
import share in detrestic spending for
autos and other nonfood consumer
goods, but n continuwed rise in other
catwzories.

Thera iz littla reliable information
sbont mternntionsl irnde in constant
prices, and the shares m table 6 are
coleulatad from current-price data. Tha
trends over past yesrs would probably
be quite similar if ealculated in con-
stant prices (e, in real terms), but
thizs was undoubtedly not frue of the

Bl SLTINCF LTS mmpmnl:t -l r i 110# fieh myereband i aepons,

import share in 1973, All evidence
indicates that the riss in Impert prices
whs much faster lnst year than the
rise in the average price of &l goods
and services purchased in the TUnited
States, Thus, in real tarms the share
of imports in U.8. domestic demand
probably did not rise at all last year,
and may have fallen.

Government

GOVEENMENT purchases of geods
and services amounted to $277 billin
in 1973, a gein of 22 billion from 1972.
Faderal purchases Increased $23 bil-
lipn and State-local purchases were wp
about $20 billion.

Other Federal expenditures, mainly
transfer payments, inereased nearly $18
billionn. Feders] receipts incressed al-
most $37 billion, and the Federal fiscol

‘posiion. on the national income ac-

counts basis shifted from a $16 billion
deficii in 1972 to & small surplus in 1973.
Since part of this swing resulted from
an expaneion in economic activity, the
ghift toward restraint m the “foll-em-
ployment”” budget was somewhat less,
Unofficie]l estimates indicate that the
“full-employment’”’ budget (NIA basis}
swung from o $6 billion deficit in 1672
to sn $8% billion surplus last year.
{In this calculation, overwithholding
and the nssociated refunds were nof
considered to he the result of
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tax law changes, and thus had no
pffect on changes in “tull-empioytnent”

TeVEnnas, )
The larpe swing in the actual fisesl

position largaly reflected the impact of
RN CHART 13
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inflation and & Dooming economy on
carporate and personsl ineome faxes,
a8 well as increases in the rates and the
earnings base for social insuranes eon-
tributions, Federal expenditures prew
at tbout an 8 perceni: rata, about the
same as in I971 bat below the 10%
parcent recorded in 1972,

Defense purchases in 1973 were down
slightly from the previous year, despite
& $1.6 billion increase in payroll costs
that was due largely to pay raises for
militery snd civilian persopnel effectiva
in Jonuary and Octeber. The sepregate
of other defense purchases declined
about $2 Tillion, mainly in procuze-
ment of military hard goods. Heavy
arms sales to Iarael o the fourth
quarter, which are netted sgainst gross
defenss purchases, accounted for nearly
$0.6 billion of that decline.

Nondefense purchases ineressed $2.8
bilion, muoch less then the ncressss
of $4.9 and $3.6 billion in 1871 and
1972, respectively. Net interest pay-
ments to foreigners were a mejor factor
in lagt year's increase, rising $1.3 billion.
{Government interest paymenis 6o
foreigners are treated in the GNP
accounts as & Government purchese,
but also as an import of services, and
thus their amount has no effact on the
size of GNP.} The remaining advance
was only $1.2 hillion because of 2
sharp decline in net purchoses by the
Commodity Credit Corporetion, asso-
ciated with the surge in agricultural
commodity prices, and beceuse of &
somewhat smaller-than-normal increasa
in purcheses by other agencias.

Ameng the spending catezories other
than purchoses of goods and services,
trapsfer payments to persons agem
registered en  exceptionally large in-
arease—%13 billion. Seeial security and
medicara benefits, boosted by racent
legislation, accountad for neady $11%
billion of that advance: social security
benefits ware raised 20 pereent across-
the-board in QOectober 1992, and medi-
cire banefitz were extended to disabled
persons under 65 in July 1973. A
larger-than-usual inerensa in the niumber
of recipients, pluzs cost-of-living adjuat-
meants, resulted in lerpe inoreasss
retiremant benefits in & number of
other tramefer programsz affacting ra-
tired PFederal civilien and military

25

. persomnel and retired roilrond workers,

Rising interest rates were the mnjor
factor in the $2.4 billion advonce in net
interest paid (other than to foreigners).
Gronts-iv-eid incrensed $3.5 billion?
subsidies declined $0.7 billion.

Lorge advance in contributions

The excoptionally large increase in
Federal receipts last year—$237 bil-
lion—was paced by a $17 billion
advance in social insurance contribu-
fions, including $15 billion in QASDIIT
contributions and $1.5 billion in em-
ployer contrzbuiaens to the unemploy-
ment insurance program. Over $10
hillion of the (QASDHI advance is
aitribatable to the Jaouary 1, 1873
incresse in the combined employer-
cmployea tax rats from I10.4 percent to
11.7 percent, snd the bocst in the
earnings base from 0,000 to $10,800.
{The base was Incressed agein—io
$13,200—on January 1, 1874.)

Corporate taxes advanced nearly
$12 billion, reflecting the $28.5 billion
increasa in corporate profits before
taxes. Indirect business taxes incrsased
about 31 billion. Despite the sizable
incrense in personal income last year,
personal income btaxes rose only $5.8
billicn. This was because of large
incoma teax refunds atiribatable to
heavy overwithholding in 1872: in-
creases in withbeld taxes (513 billion}
and nonwithheld faxes {$1.6 billion)
last vear were significantly offset by
an 55 billion incresse in refunds. Thers
were no indications m 1973 that indi-
viduals were lowaring withholding pay-
ments to match liabilities. Thus, heavy
gvarwithholding continued lest year
end will apperently persist, with the
rasult that future refunds will remain
at, or abova, their 1873 lavels.

Higher Stare-local payrolls

Higher payrell costs accounted far
about half of the $20 billion increase
in State and lacal purchases last year.
Approximataly one-fifth of the ineresse
was accounted for by capital pur-
chases—For structures and equipmen t—
which advanced more rapidly than in
recent years. Spending for atructures
incrensed zhout $2 billion, following no
growth in 1972 and increases of only
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$1.2 billion in 1971 and $0.2 billion
1970. There were especially large geins
lnat year in spending for public transit
and waste treatment facilities, The
acceleration in aquipment purchases is
probably due to the mannar.in which
révenue-csharing funda haes becomas
available. To meny povernments, the
firgt dizeributionz, in lsts 1972 and
carly 1973, appeared az unexpected
revetue and resnitad in muoech larper
than normal “one-time” purchases, es-
pecially of equipment. Later revenue-
shoring disizibutions were more pan-
arally considersd in the normal budpet
process, snd sre not expected to have
the game impact.

The rate of incrosse in State-local
transfer payments continued to de-
celernte last year. For francsfers teken
ae p whole, the 197% incresse was
three-gquarters of the previous yesr's
advance, Almost all of this siowdown
was in welfars payments, whare growth
was amal] during 1972,

The largest component of welfara
poayments; aid to families with dapand-
ent children (AFINY) grew by only
about 4 pereent in 1973, following an
average annual prowth rete of over 18
percent in ithe parind 1960-71 and &
more modest Tate of prowth of ahout
12 percent in 1972, The sarlier inereases
wera for the most part ganerated by a
riging Ievel of benefits end by & prowing
awszeness on the pert of potentisl
recipients of their eligibility for public
assistapce parments. As the pool ef
poteptial recipients decined, se did the
rate of growth of expenditures for
walfare. Another factor in the recens
giowdovn was the imposition of more
etringant welfaze regulations in several
Jarge states.

Slpwer growth in receipts
Diezpite the booming economy, total

State-docal recelpts increased at a slowar
pace than in 1972 (tadble 7). Growth in
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roceipts frorm their own sources slowed,
and Feders] grants other then general
revenus shering actually decined
elightly. ¥ederal budget siringsncy,
particularly for the firat three gnarters,
held down these grants. Howerer, the
growih In genmersl ravenue sharing,
which began only in late 1072, more than
exceeded the decline in other grants.
The slowdown in the growth of “own
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soutce’’ revenue is largely due to the
relative sbeence of tax incresses in
1873; higher iax rates and the imposi-
tion of new taxes have been a major
factor in State-local revenue growth
for many years. In addition, special
one-time factors, aseociated with ad-
vapce paymenta in 1972, temporarily
reduoced the 1973 lavel of public as-
mistence graota,

Labor Force and Employment

EMPLOYMENT growth in 1973 was
even stronger than in 1972, when the
gain was one of the largest since World
War II. For the full yesar 1973, civilian
empleyment {as measarsd by the
monthly survey of households) in-
creased 2.7 roillion, or 8.3 percent, com-
pared with 2.2 million, or 2.9 percent,
in 1972. The civilian labot force rose
2.2 million n 1973, compared to 2.1
million in 1972, snd tl:m wnemployment
rate foll substantislly. The rate
avaraged 4.9 percemt in 1973, down
from 5.6 percent in 1972 (table 8). In
the closing months of the year, how-
aver, employment growth atopped and
the unsmployment zats rose. This was
8 reflection of the general slowing of
the sconemy's growtk, but the il boy-
coit may also have been baving some
impact at yearend.

The amployment expsnsion in 1973
was especially strong in manufacturing,
particvlarty in durable goods industries
such e primary metals and machinery.
The rate of unemployment among
workars whose last industry sttachraent
was to durables manufactaring dropped
from an avernge 5.4 percent in 1972 to
3.9 percent in 1973, the lowest rate

zince 1949, Among ocoupational groups,
the unewploymani rate fell sherply for
the blae-collar  workets, especially
aperatives, for the zecond year n s row;
the blue-gollar rate was 5.8 percent for
1073, dewn from 6.5 percent in 1972
and 7.4 percent in 1971. For white-
collar workers, nnemployment declined
in 1973 to 2.0 percent after holding
sround 3.5 percent in 1972 and 1871
Unemployment alse fell for the major
sge-eex groups. The drop in ths un-
employment rate for adult men pre-
anmably reflects the expansion in
industries which sre heavy employers
of men. The drop in the unemploymeant
rete for Leenagers was much greatsr in
1973 then in 1972, when the supply of
ugemployed workers with expétisnce
wos greatar,

Evidence of the strength of demand
for labor in 1973 & provided by the
rise in labor fores participation. The
rice wea copcentratad among adult
women, whose participation tends to be
quite sensitive to Iabor market condi-
tions, Women's participation in the
lebor foree has besn vising over the
long term at a substantial rate, but
that trend was interrupted by very
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gmall ineresses in 1971 and 1972, Tn
1973, however, as labor market con-
ditirma beeame much tighéer, wemen’s
participation increased sharply. Never-
theless, the 1ise in employment of
women was enough to lower their ynem-
ployment rete appreciably. The labor
foree participation rate for men con-
tinued its slow secular decline last year.

Nownfarm payroll employmaenst

The nomber of employees on the
payrolls of nonfarm establishments, as

meazured by the monthly payroll sur-
vey which provides deteil on employ-
ment by industry, incressed 2.8 mil-

R CHART 16
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lion, or 3.9 percent, between 1972 and
1973. The lasger part of that increase
colte I the first hall of the year, as
dlower smployment gains in the second
half of the year reflected the genersl
ﬁlnwd.own of growth in the economy.
The gain from 1971 to 1972 was 2.1
million, or § percent. Employment in
dursble goods manufactaring, which
constitutes shout 15 percent of Lotal
payroll employment, accounted for 25
percent of the 1973 increase, The over-
sl rise in durables employment was
about ¥ percent (table 'ﬂ}, with the
sharpest advances ocourting in non-
electrical machinery (over 9 percent)
alectrical equipment {Q percent}, and
instruments (8% percent), reflacting
stiong demands for eapital goods. Em-
ployment in the tramsportation egmip-
men} industry, which was up sbout 83
percent for 1973 w2 & whole, rose
strongly in the first half of the year bat
then declined, rveflocting the oarly
gtrength and later saging of demand for
sutomabiles. Employment growth in
primsry metals, on the other hand,
accolereted in the second half of the
year 3 producers stiempted to work
down & large backlog of orders; tha
gein for the full yesr was nbont 8X
pervent. Employment in nondurable
goods industzics increased only & littla
in 1673; the exception to the pattern
was 1 rubber snd plagtics, whers
amployroent ineressed close to 9 per-
cent.

The, manvufackaring workwasl aver-
aged 40.7 hours in 1973, abont the same
az in 1072. The worlcweek lengthenad
early in the yesr, reflecting en incrense
in hours in the tramsportation equip-
mebt industry. Aftér the spring, the
aversge manufacturing workwesk de-
olined somewhat and then ieveled off,

a6 a shoriening of hours in tranaporta-
tion equipment waz offeet by & length-
ening of the workweek in other durable
goods industries. Toward yearend, there
were substantial incresses in the worle-
week in the primavy metals and petro-
lewrn ndustries, reflecting heawy de-
mand for thelr output.

Tightness in the supply of [sctory
labor in 1973—especially in the firet
half of the year—is indicated by job
vaczencies and labor turnover, Vacansies
for the full yesr averaged nearly 50
percent higher than in 1572, although
they stopped rising after midyear. The
layofl rate declined in the early months
of 1973 and then stabilized =t the
lowest point since World War II, and
the quits rate—which iz sensitive fo
worker expectations about the chanes
of finding a bettar job—inereased to
the satme high level es in 1069.

In other geods-producing industries,
sinployment in mining rose only elightly
but congtruction amployment rose at
sbout the sama strong rate ae in 1972,
Most of the incresse in consiruction
employment was in the firat half of
the year: the slower prowth of amploy-
ment in the second half reflectad prin-
eipally the decline in residential
eonstriretion.

Employment in the service-produc-
ing seetor increased at e fairly steady
pace In 1973, rising 1.7 million, or 3K
percent for the year, about the same
1t in 1972, Employment in wholesale
and retajl trade, which accounts for
shout. one-third of all service employ-
ment, rose about 4 pereent, 4 Dit faster
then in 1972, The rise in State and
local government employment slowed
{rom whout 4% percent in 1972 to about
3% percent in 1973, mainly beceuse of
reduotjons in school employment.



